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CGeneral Information Letter: Inclusion of paynments from annuity
purchased by an estate.

July 13, 1998

Dear :

This is in response to your letter dated July 2, 1998 in which you request a
letter ruling. The nature of your letter and the information you have provided
require that we respond with a General Information Letter which is designed to
provide general information, is not a statenment of Departnent policy and is not
bi nding upon the Departnent. See 86 I1lIl. Adm Code 1200.120(b) and (c),
encl osed.

In your letter you have stated the foll ow ng

In May of 1995 in the settlenent of the |late xXXxXXX X. XXXXXX estate,

the XXXXX XXXXX XXXXXXX Oof xxxxxxxx, Illinois served as the executor
of the estate. The attorney for both the estate and the XXXXXX XXXXX
XXXXXXX WAS XXXXXXXX XXXXXXXX Oof Xxxxxxxx, Illinois.

The WIIl showed an annuity was to be purchased for xxxx X. (XXXXXXXX)
XXXXxxx and she was to be the owner of the annuity.

A di sagreenment took place between xxxx and the XXXXXX XXXXX XXXXXXX
and they took this matter to court. The result was the XXXXXX XXXXX
XXXXXXX acquired the ownership of the annuity and this also gave them
t he ownershi p of her inheritance.

The XXXXXX XXXXX XXXXxXX has, for the last three (3) years, sent XXxX

a K-1 formfor the State of Illinois and a K-1 formfor the IRS, which
is absolutely absurd because it is their taxes that are due and
payabl e. I have, as xxxx'x husband, informed them every year that

they have to pay the taxes.

The annuity is a XXXxxxxxxx annuity, Contract No. xxxxxxxx and lists
the XXXXXX XXXXX XXXXXXX as the owner and XxXXX X. XXXXXXX as the
annui t ant . This is an immediate annuity and is the sane as an
i rrevocabl e trust.

The owner is the party that nmakes the investnent into the annuity and
has all the rights of ownership. The owner can nmake hinself or
anot her person the annuitant at his own discretion. He can also
guarantee the annuity for a specified period and appoint who he wants
to be the beneficiary.

The owner is the one who invested his noney into the annuity and the
earnings fromthe annuity which are taxable are reported to him by the
i nsurance conpany.

In this case, the XXXXXXXXXX reports the taxes to the XXXXXX XXXXX
XXXXXXX using their E.I.N. and they have to legally pay the taxes.



XXXX X. XXXXXXX invested nothing into the annuity and certainly you do
not pay taxes on a zero investnent.

The only way she could be held responsible for paying the taxes was if
a Trust Agreenent existed between her and the XXXXXX XXXXX XXXXXXX,
whereas she had agreed to pay the taxes. This, of course, never
happened.

It's also true that had she put any noney into the annuity, she would
not be the annuitant but instead would be the owner, which she is not.

In the past, as her husband, | have discussed this four tines with an
Internal Revenue Service agent, three tinmes with the |egal departnent
of the xxxxxxxxxx Conpany, and with our own tax accountant. Every
time, 1've been told the xXXXXX XXXXX XXXXXXX must pay the taxes.

It is the contention of the XXXXXX XXXXX XXXXXXX that since xxxx
receives the nonthly paynents she nust pay the taxes, which is
absol utely ridicul ous.

I am asking that you issue xxxx a statenment proving the XXXXXX XXXXX
XXXXXXX must pay the taxes and you are going to require them to pay
all taxes due and payabl e.

[ XXXXXXXXXX XXXXXXXXXXX] records indicate that the application signed
by XXxXXX XXXXXXXX XXXXXXX the Proposed Annuitant and XXXXXXX X. XXXXX
as the Vice President and Trust O ficer named XXXXXX XXXXX XXXXXXX oOf
XXXXXXXX, as trustees of the XxXxxxx X. xxxxxx trust dated Decenber xx,
xXxx as amended. The ownership and control provision attached to the
contract was prepared in accordance with the application nam ng "The
XXXXXX  XXXXX XXXXXXX Of XXXXXXXX, as trustee of the XXXXX X. XXXXXX
xxxxX dated Decenber xx, XxxX as anended, or the successors in trust
as the owner

The annuitant nanmed on the annuity application and in the contract is
XXXX X. XXXXXXX. The social security nunmber we have on file for M.
XXXXXXX 18 XXX-XX-XXXX. all tax forns are reported under the XXXXXX
XXXXX XXXXXXX' X ElI' N #XX- XXXXXXX.

XXXXXXXXXX 1S in receipt of a copy of the Irrevocable Trustee

Statenent and Agreenent as well as the Last WIIl and Testanent of
XXXXX  X.  XXXXXX. The Last WII and Testament of XXXXX X. XXXXXX
specifically appoints The XXXXXX XXXXX XXXXXXX Of XXXXXXXX, as
Executor of the WIIl. The WII instructs the Executor to purchase a

lifetime annuity with a refund provision for XXXX X. XXXXXXXX, NOwW
known as XXXX X. XXXXXXX.

Nei t her docunent specifies who is responsible for the tax reporting.
However , it is XxXxXxxxxxxxx'x understanding that taxes should be
reported to the Omer of the contract. In addition, we have received
confirmation from our Product Conpliance area that when there is no
trust agreenent between the annuitant and the Trust, such as in you
case, we are to report the taxes under the trust's EIN XXX XXXXXXX
submitted the tax reporting information under the EIN of XXXXXX XXXXX
XXXXXXX.

Rul i ng



A taxpayer's Illinois net incone under the Illinois Income Tax Act (the "IITA";
35 ILCS 5/101 et seq.) is that portion of his "base incone" allocable to Illinois
pursuant to the provisions of Article 3 of the IITA (11 TA 8202). |In the case of
an individual, base incone neans an anmount equal to the taxpayer's "adjusted
gross income" as nodified by certain specific statutory addition and subtraction
provisions (II1TA 8203(a)). The term of adjusted gross inconme refers to the
anmount of adjusted gross incone "properly reportable for federal inconme tax
purposes for the taxable year under the provisions of the Internal Revenue Code"
(I''TA 8203(e)(1)). The facts stated in your letter do not indicate that any
addition or subtraction nodification provision would apply to the annuity

paynments so that they would be treated differently for Illinois and federal tax
pur poses.

Accordingly, the question of whether or not M. xxxxxxx is subject to Illinois
incone tax on the annuity paynments is in the first instance a question of federa
incone tax |aw If the annuity paynents are included in M. xxxxxxx'x federal
adjusted gross inconme, they wll be included in her base inconme for Illinois
i ncone tax purposes. If they are excluded from her federal adjusted gross
incone, they will be excluded from her Illinois base incone. The question of

whet her the annuity paynents are properly included in M. xxxxxxx'x federal
adj usted gross incone should be directed to the Internal Revenue Service, not the
I1linois Departnment of Revenue.

As stated above, this is a general information letter which does not constitute a
statenent of policy that applies, interprets or prescribes the tax laws, and it
is not binding on the Departnent. If you are not under audit and you wish to
obtain a binding Private Letter Ruling regarding your factual situation, please
submt all of the information set out in itenms 1 through 8 of the encl osed copy
of Section 1200.120(b).

Si ncerely,

Brian L. Stocker
Staff Attorney - |ncone Tax



